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This booklet summarizes a paper, tabled 
with the budget, which sets out a proposal 
called the Registered Employee Profit 
Participation Plan. This measure would 
provide a tax incentive to encourage 
greater use of gain-sharing plans in 
Canadian companies. 


Copies of this booklet or the paper may be 
obtained by filling in the following form 
and returning it to: 


Finance Distribution Centre 
160 Elgin Street 
Ottawa, Ontario 
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“Labour has been and should continue to 
be a full partner in the process of eco- 
nomic recovery. Workers deserve a fair 
share of the recovery’s benefits and an 
equal voice in the resolution of issues like 
technological change and productivity 
improvement ... Greater productivity 
results from a combination of progressive 
management, ingenious technology and 
high employee morale. It 1s the main 
long-term guarantor of increased real 
wages for Canadians.” The Speech 
from the Throne, December 7, 1983. 
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Preface 


In my April 1983 budget speech I 
announced our intention to create a 
national centre for productivity and 
employment growth, where labour and 
business can together develop concrete 
and specific measures to increase produc- 
tivity and expand our employment oppor- 
tunities. The Canadian Labour Market 
and Productivity Centre has now been 
established and will soon be operating. 


I am now proposing a further step to assist 
Canadian workers and managers to build 
a more productive and competitive 
economy. Employee Profit Participation 
Plans will encourage the use of broad- 
based gain-sharing plans in companies by 
giving a special 10-per-cent income tax 
credit, shared between employers and 
employees, where such plans provide for 
sharing profits with workers. 


While this proposed plan is addressed to 
all workers in the private sector, in all 
companies, it should be particularly 
attractive to workers employed in small 
and medium-size companies. 


The plan is carefully designed to work 
alongside the normal collective bargaining 
process. In successful gain-sharing plans, 
profit shares are not a substitute for basic 
pay. Wages will continue to be a matter 
for labour-management negotiation. 


The more widespread use of broad-based 
gain-sharing plans will increase the ability 
of workers to participate directly in the 
benefits resulting from better productivity 
and improved cost performance in their 
firms. The government believes that this 
will help to increase co-operation between 
employers and employees in the workplace 
and will, thus, improve productivity and 
competitiveness. It is my hope that as 
management and workers increasingly 
recognize their mutual interests and 
develop more effective working relation- 
ships on the shop floor, this will contribute 
to a greater sense of partnership between 
business and labour throughout our 
economy. 


HIEC fe londe 


The Honourable Marc Lalonde 
Minister of Finance 


Introduction 


A gain-sharing plan can be simply 
described as an agreement between an 
employer and employees to share a prede- 
termined percentage of the profits from 
the business with employees. Employers 
and employees who participate in the plan 
will be eligible for a tax credit — a reduc- 


tion in their income tax otherwise pay- 
able. 


A Registered Employee Profit Participa- 
tion Plan will qualify for the tax credit if: 


e the plan is approved and monitored by 
a labour-management committee, 


e all employees are eligible to participate, 


e at least 10 per cent of the profits of the 
business are allocated to the plan, 


e employee profit shares are paid out 
shortly after profits have been deter- 
mined, and 

¢ top employees in the company are lim- 
ited to no more than 20 per cent of the 
profits shared with all employees. 


Why Gain Sharing? 


Experience has shown that broad-based 
gain-sharing plans promote increased co- 
operation between employers and 
employees in the workplace and contrib- 
ute to higher productivity. 


Productivity Growth: The slowdown in 
productivity growth in recent years is a 
major economic problem facing modern 
industrial countries. For Canada, a recov- 
ery of productivity growth is essential to 
maintain our competitive position in world 
trade, support growth in real incomes and 
help fight inflation. 


Gain sharing can contribute directly to 
the improvement of productivity. It gives 
employees an opportunity to participate 
in the financial performance of their com- 
panies, rewards efficiency, and fosters a 
climate in which workers are more ready 
to consider new techniques of operation 
because they share in the resulting ben- 
efits. Over the long term, gain-sharing 
plans can contribute indirectly to produc- 
tivity by helping to develop a more par- 
ticipative and co-operative relationship 
between employers and employees in the 
workplace. 


A Better Workplace: Successful gain- 
sharing plans require employee participa- 
tion in the development and operation of 
the plan. This co-operation can lead to a 


similar co-operative approach to other job- 
related issues, such as job security, the 
introduction of new technologies, quality 
of working life, health and safety concerns 
and general work organization. 


To be successful, gain sharing also 
requires that management share informa- 
tion openly and honestly with employees. 
At a minimum, employees need to know 
the basis on which profits are calculated 
and distributed. They need to be aware of 
important decisions that may affect the 
profitability of the company. Again, this 
first step can provide a basis of frankness 
and trust for the constructive discussion of 
other matters of mutual interest: the 
financial condition of the company, future 
competitive challenges to be faced, new 
products or markets, plans for the pur- 
chase of new equipment, and so on. Infor- 
mation sharing also allows workers to put 
their first-hand knowledge of the produc- 
tion process to profitable use. 


Although experience with board-based 
gain-sharing plans is rather limited in 
Canada, studies indicate that these plans 
can help create a positive employer- 
employee climate and increase the produc- 
tivity performance of a firm. These conclu- 
sions are supported by several studies in 
the United States where the use of such 
plans is growing rapidly. 


Both management and workers are 
becoming increasingly aware that better 
management of human resources, and 


improved relations between employers and 
employees in the workplace, offer enor- 
mous potential for increasing productivity. 


The proposal put forward in the budget 
aims at encouraging and accelerating a 
process of change which has already 
begun. In the same spirit which led to the 
establishment of the Canadian Labour 
Market and Productivity Centre, the gav- 
ernment wishes to play a supportive role 
by providing a vehicle which can facilitate 
and stimulate this process of change. 


The proposed plan is designed to work 
alongside the normal collective bargaining 
process. The profit shares distributed to 
employees will not be a substitute for 
basic pay. Wages, fringe benefits and 
working conditions will remain a matter 
for negotiation. The gain-sharing plan will 
provide an opportunity for employees to 
achieve additional income over and above 
the wage rate established at the bargain- 
ing table. The terms and conditions of the 
gain-sharing plan also could be similarly 
negotiated. 


The proposed plan also permits the distri- 
bution of profits in the form of cash, stock 
or any other form. This will facilitate the 
participation of small private companies 
as well as large public companies. Experi- 
ence shows that profit-sharing plans work 
best in smaller establishments where the 
link between the efforts of employees and 
the level of profits is more visible. Small to 
medium-size companies and their 
employees thus stand to benefit substan- 
tially from the proposal. 


The Proposal 
Conditions of Eligibility 


To qualify for a tax credit, an Employee 
Profit Participation Plan will have to meet 
these conditions: 


1. Broad-Based Employee Partici- 
pation: All employees in the group 
must be eligible to participate, includ- 
ing part-time employees and those join- 
ing or leaving the firm during the plan 
year. Large firms with a number of 
establishments or profit centres, and 
adequate separate profit accounting for 
them, may have more than one plan. 


2. Labour-Management Advisory 
Committee: For each plan, a commit- 
tee with labour and management repre- 
sentatives must be set up. It will partici- 
pate in establishing an agreeable 
definition of profits to be allocated to 
the plan and in choosing an appropriate 
sharing formula. It will also monitor the 
operations of the plan. 


3. Sharing of Profits Under the 
Plan: At least 10 per cent of profits 
must be allocated to the plan. The defi- 
nition of profits must be accepted by 
the Labour-Management Committee 
and approved by Revenue Canada. As 
a general rule, the profit figure should 


reflect the performance of the business 
over the year. This would mean exclud- 
ing items that distort the measure of 
profits from the business activities in 
which plan members are involved, such 
as special tax deductions and incentives 
which do not reflect true economic costs. 
No upper or lower dollar limits can be 
set on the amount cf profit to be shared. 
The share of profits going to the plan 
may increase or decrease as profits 
increase, but if it decreases the lowest 
rate of profit sharing permissible on 
incremental profits will be 10 per cent. 


4. Allocation of Profits to 
Individual Plan Members: In gen- 
eral, allocation of profits among mem- 
bers should be directly proportional to 
the relative size of their wages. Other 
allocation formulas could be approved 
as long as there is no bias favouring 
higher-paid employees. In any event 
‘‘top employees” as a group will be 
restricted to a maximum of 20 per cent 
of the profit share. ‘Top employees” are 
defined as employees not dealing at 
‘arm’s length’ with the employer (such 
as relatives of the owner), employees 
owning more than a 10-per-cent interest 
in the company, or employees earning 
more than $60,000 in the year. The 
$60,000 limit will be indexed in line 
with inflation. 


5. Prompt Payout: The share of prof- 
its owed to the members will have to be 
paid out within 120 days of the end of 
the plan year. 


Tax Incentives 


Profits allocated under the plan will be eli- 
gible for a tax credit of approximately 

10 per cent of the profits shared. This tax 
credit will be shared between the 
employee and the employer. A federal tax 
credit of 4 per cent will be awarded to 
employees. This will affect the calculation 
of provincial income tax in provinces hav- 
ing tax collection agreements with the fed- 
eral government, and as a result, 
employees will benefit from a correspond- 
ing reduction in their provincial income 
tax equivalent to approximately 2 per cent 
of the profit share, bringing the total tax 
credit for employees to 6 per cent of profits 
shared. The federal government will give 
the employer a tax credit of 4 per cent of 
she profits shared with his employees. 


The maximum amount of an employee’s 
profit share that will qualify for the tax 
credit would be 25 per cent of his or her 
employment earnings in the plan year up 
to a maximum $15,000 (indexed over 
time). This implies that the maximum tax 
credit that can be awarded to the 
employer and employee will be $1,500 per 
employee. While there is a cap on the 
amount of the tax credit, there are no dol- 
lar limits on the amount of profits which 
can be shared. 


11 


Plan Registration 


Revenue Canada will be responsible for 
registering approved Registered Employee 
Profit Participation Plans, which must be 
submitted before the start of a plan year. 
The structure of a plan may not change 
during a plan year. Amendments to a 
plan, such as changes in the definition of 
profit and profit share and the allocation 
formula, will be allowed if they are 
approved by Revenue Canada before the 
beginning of the plan year in which they 
are to take effect. 


Consultation 


The government is anxious to proceed 
with enabling legislation that will allow 
such plans to become operative for the 
1985 taxation year. 


The government intends to release draft 
legislation as quickly as possible. In the 
interim, consultations will begin with pro- 
vincial governments and representatives of 
the business and labour communities. Any 
comments or questions about the proposal 
from individuals or groups across Canada 
are welcome. 
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Conclusion 


The proposal outlined above is flexible 
and designed to apply widely across the 
variety of circumstances that characterize 
Canadian businesses and employer- 
employee relations. It can, over time, con- 
tribute significantly to improving the pro- 
ductivity and competitiveness of Canadian 
industry and, by so doing, create mean- 
ingful and satisfying employment pros- 
pects for Canadians. 
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Examples 
Case A 


Company A has a Registered Employee 
Profit Participation Plan which allocates 
30 per cent of its profits for sharing. If its 
profit is $105,000, then $31,500 is 
allocated to share among the employees. 
It has 10 employees and a total payroll of 
$315,000 in the year — $60,000 to the 
manager, $40,000 each to two supervisors 
and $25,000 each to seven other 
employees. 


The share of the $31,500 in profits 
allocated among the 10 employees is the 
same as the share each has in the total 
payroll: 19.05 per cent to the manager, 
12.70 per cent to each of the two supervi- 
sors, and 7.94 per cent to each of the other 
seven employees. In addition, tax credits 
amounting to $3,150 — one-tenth of the 
$31,500 in profits allocated — are shared 
among employees and the employer. That 
results in the following profit shares and 
tax credits: 


Annual Profit Employee Employer 
wage share tax credit tax credit 
per per per per 


employee employee employee employee 


$60,000 $6,000.75 $360.05 $240.03 
$40,000 $4,000.50 $240.03 $160.02 
$25,000 $2,501.10 $150.07 $100.04 


—————— 
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For the seven employees earning $25,000 
each, the $2,501.10 profit share represents 
a 10-per-cent increase in earnings. The tax 
credit of $150.07 received in addition is 
equivalent to getting a tax exemption on 
over $450 of those earnings. 


The total tax credit for the 10 employees 
is $3,150, shared $1,890 to the employees 
and $1,260 to the employer. 


Case B 


This example illustrates the special rule 
which puts a ceiling on gain sharing to top 
employees. Company B has the same 
gain-sharing plan as Company A, but it 
has three employees who are paid more 
than $60,000 each. 


In this case the manager is paid $75,000 
and two senior supervisors $65,000 each, 
while there are seven other employees 
earning $25,000. Under the ‘‘top 
employee” rule, a maximum 20 per cent of 
profit sharing can go to the top three 
employees. Assume Company B has a 
profit of $120,000 and allocates a total 
$36,000 for profit sharing. The ‘‘top 
employee” rule means $7,200 of these 
profits is shared among the top three 
employees and the remaining $28,800 is 
allocated among the other seven — a larger 
proportion than in Company A. In this 
case, each of the seven employees earning 
$25,000 would receive a profit share of 
$4,115.52 and a tax credit of $246.93. 
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This is substantially more than the corre- 
sponding employee in Company A, with 
most of the difference due to the increased 
share resulting from the limit on “top 
employees”’. 
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